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General Summary

The UK isthe largest importer of wine by vaue in theworld. Itisakey, if not primary, target export
market for most wine producing countries, but particularly Audtrdia and the United States. The UK
consumer has access to an unrivaled range of countries of origin and varietals with the bulk of sde
controlled by the mgjor UK supermarket chains. UK consumption of wine has been increasing at the
expense of beer, with per capita consumption up by 40 percent over the last ten years. Red wine
consumption has now overtaken white wine, which is thought to indicate the maturity and increesing
level of knowledge of UK consumers. The UK wine consumer profile has changed little in recent
years, generdly he/sheisover 25 and in the upper middie/middle class (classified as AB socid grade)
and are drinking more frequently, particularly at-home.

The outlook for U.S. wine continues to be bright. According to UK Customs data, the import volume
of U.S. still wineincreased by nearly 29 percent in 2001 to reach 734,000 HL. The forecast for 2002
shows UK imports of U.S. gill winelikely to increase again by asimilar percentage (30 percent) by
volume to reach 954,000 HL. Totd third country (non-EU) imports increased by 18 percent in 2001
and are forecast to increase a further 19 percent in 2002 to reach 4,257,000 HL.

Consolidation within the wine-making industry and the proliferation of globa brands have alarge part to
play in current UK wine consumption paiterns.  Consumers ook to brands to ddliver consstent quality
at theright price. Countries with large, prominent winery brands such as Audradia and the United
States are eroding the market for lesser known wines from traditional European suppliers. Import
volumes of ill wine from the EU showed something of a resurgence in 2001 with a6 percent increase
t0 4,773,000 HL. However, total imports of till wine from the EU are forecast to fal back again by
that 6 percent in 2002 to 4,470,000 HL, and as value has not increased it is clear that the traditional
European suppliers have much to do to regain market share. France continues to see its share of the
market diminish, athough the EU volume resurgence in 2001 was mainly led by France, the vaue of
French importsis not predicted to recover. Itay and Spain appear to be holding on to their value
market share for the moment, but steadily losing ground in volume terms. Germany is showing more
sgns of decline than the others, with its volume and value steedily decreasing.

Following the predictable increase in UK volume saes of sparkling winein 1999, prior to the Millenium
celebrations, sdles were static in 2000. However, the advantageous prices on offer, widespread
availability and an increasing portfolio in the UK off-trade has alowed the category to expand post-
2000 in both volume and vaue terms. New World wines and Spanish Cava are driving market growth
and the future for sparkling wine looks promising as UK consumers are adopting its usage for more
informa occasions.

The market for vermouth and other flavored or aromatized winesisin decline and totd UK imports and
fell by 13 percent to 145,000 HL in 2001. The U.S. isnot amgor UK source for vermouth and other
flavored or aromatized wines.
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Production

Wine production in the UK isminimad dueto climate. Higtoricaly, it has been a cottage industry for
wine enthusiasts and gentleman farmers. Today, it is dowly becoming more mainstream but has limited
potentia for large scae production - haf of al vineyards operate in an area of lessthan 1 hectare.
There are around 350 vineyards in England and Wales covering about 840 hectares. In 2001,
production was recorded at 15,800 hectaliters, only 0.01 percent of UK wine consumption.
Production is predominately white wine (92 percent), however, increasingly sparkling, dessert and red
wines are now aso being produced.

The UK dso produces asmall quantity of “made wine’, which is made from imported concentrated
grape mugt, mainly from Itay.

The lack of any significant production volumein the UK means that it does not affect market figures.
UK production figures are therefore not represented in the following anayses.
Consumption

As UK production is minima, consumption figures are equated to imports less exports.

UK market size
2000 (revised) 2001 Projected 2002
HL ‘000 BPS mil HL ‘000 BPSmil | BPS ‘000 BPS mil
Sill Wine 7,305 1,272 8,173 1,392 8,552 1,487
Sparkling Wine 1,439 278 1,740 316 2,109 365
Vermouth 147 11 134 14 124 11
TOTAL WINE 8,891 1,561 10,047 1,722 10,785 1,863

Source: Imports less exports as taken from GT1 World Trade AtlassHM Customs & Excise

According to Mintel market research, the UK wine market is now worth an estimated £8.1 hillionin
sdes through both retail outlets and foodservice outlets.

UNCLASSFIED
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As can be seen in the following table, UK wine consumption continues to grow, mainly a the expense
of beer. The market for dill winesis thought likely to continue growing in the short term. Within this
context, there will be a continued increase in consumers ‘trading up’ to more expensive wines, an
increase in knowledge about wine regions, and the growth of brands.

UK Per Capita Consumption of Alcoholic Beverages

Y ear Beer Cider/Perry (L) Made Wine Wine of Fresh Spirits
L) L) Grepes(L) (LPA)
1990 139.8 7.86 151 14.23 210
1999 1224 1251 471 19.29 191
2000 117.8 12.40 6.79 2003 193
2001 120.2 12.20 842 2134 2.00

L = Liters, LPA = Liters of Pure Alcohol - Figures based on population aged 15 years and over
- Made wineis produced from imported grape must which is blended and bottled in the UK
Source: The Drink Pocket Book, 2003

UK wine consumption has grown phenomendly in the last ten years, and while it is apparent that it has
grown at the expense of beer and spirits, the increase is mostly aresult of habitua wine drinkers
drinking more frequently. Research for Mintel Retail Intelligence reports that two-thirds of consumers
interviewed drink wine. The ease with which wine can now be purchased adong with the weekly
grocery shopping has fuded its consumption as an everyday drink. Increased affluence is aso afactor
in the growth of everyday wine drinking.

It is reported that market penetration has falen - the percentage of dl adults who bought one bottle of
wine per month fell from 22.8% in 1997 to 13.3% in 2001, meanwhile the percentage of al adults who
bought three bottles of wine per month fell from 9.3% to 6% over the same period. In other words
while UK distributors continue to sal more, they are doing so to the same people, and faling to attract
new drinkers. (Source: jugt-drinks.com). In the long term, the UK wine trade will need to do morein
terms of new product development and advertising to attract younger consumers.

Wine drinking in the on-trade (pubs, restaurants, etc.) hasincreased sgnificantly. It appears that
greater consumption of wine within the home is fuding this trend, together with greeter brand
recognition and wider wine ranges within pubs and restaurants. Wine has certainly benefitted from the
increase in standard of food available through UK pubs.

The tables below show consumption according to age, gender and socid group. Weekly consumers of
table wine generdly are of the 35-49 years of age category and the AB socio-economic group. Not
reflected in the table, but worth noting, is that wine is consumed on a daily bass most heavily by those
consumersin the 50+ years age range.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Per centage of People Drinking Wine Weekly:
% by AgeGroup % by Social Grade
2000 2001 2000 2001
18-24 yrs 23 8 AB 51 37
25-34yrs 31 20 C1 A4 3R
35-49yrs A 32 c2 23 17
50+ 27 40 DE 14 14

Social Grade Definitions:

AB Upper Middle/Middle Class i.e. higher/intermediate managerial professional
C1L Lower Middle Class i.e. junior managerial professional

c2 Skilled Working Class i.e. skilled manual worker

DE Working Class i.e. unskilled manual worker

Much of the recent increase in UK volume and vaue wine sdlesis due to consumer demand for red
wine. The clamed hedth benefits of red wine have been broadcast widdy to the UK audience. UK
consumers show a preference for easier-to-drink red wines which are affordable, lighter and fruitier.
These are now more readily available and are mainly of "New World" (e.g. Austrdia, New Zedand,
Chile, South Africa, the United States, Canada) origin.  Overdl red wine consumption exceeded white
wine consumption in value termsfor the firgt time in 2000 and is said to be leveling out at around 52%.

Rose wines form ardatively minor part of the wine market, accounting for only some 3-4 percent of
total value sdles. White wine sales have increased steadily, but not on the same scae asred wine. Red
wine has exceeded white wine in vaue terms because of its generally more expensive price point. Saes
of white wine have increased particularly amongst the youngest age bracket, since 18-24 year-olds are
amog twice aslikely to drink white wine asthey arered. And in generd, sales and volume growth of
white wine will continue to be very buoyant.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Profile of Wine Drinkers: by Wine Color 2001

Wine Color White % Red %
SEX Men 50 33
Women 50 67
AGE 18-24 5 8
GROUP 2534 19 20
3549 34 32
50+ 42 40
SOCIAL AB 45 35
GRADE C1 3?2 31
c2 14 17
DE 9 16

Base=7 Day Drinkers Source: The Drink Pocket Book, 2003

Within the younger age groups of wine consumers there is increasingly a more informal approach to
winedrinking. This can be attributed to the way in which some wine, particularly Audtrdian and other
"New World" wines have been marketed using lifestyle messages to which young people can relae.
European wine, particularly French, is said to be too complicated for many consumersin that the
customer has to understand more about the grape variety and producer to appreciate what they are

buying.

Trade figures are categorized by where wineis consumed i.e. ether in "on-license" premises (pubs,
clubs, restaurants and hotels) or bought from an "off-license’ establishment (grocery store, multiple) and
consumed at home. The UK wine market is primarily off-license trade based, and traditionaly most
wine is consumed at home. Typicdly, consumers spend between $4.50-$7.50 (£3-£5) per bottlein
the off-trade, while in the on-trade, consumers regularly pay $3.75-$4.50 (£2.50-£3.00) per glassin a
pub, and $15 (£10) or more on a bottle of wine in arestaurant.

TheTop 5Wine Brands, 2001 for Still Light Wines

Off-License On-License
1 Gdlo Stowd ls Wine Box
2 Jacob'’ s Creek Blossom Hill
3 Stowels Wine Box Stamp’s
4 Blossom Hill Jacob’ s Creek
5 Hardy's Stamp Gdlo
Combined 12.7% 12.2%
Market Share:

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Top 20 Still Winesin Off-Licences (Great Britain): Ranking By Type

Rank  Wine Type Market Share Rank Wine Type Market Share

1 Australian White 8.6 11 South African Red 27
2 Australian Red 83 12 Bordeaux Red 23
3 South African White 51 13 Vino daTavolaRed 23
4 Vin de Pays Red 5.0 14 Soave White 22
5 Liebfraumilch 47 15 Chilean White 22
6 Chilean Red 38 16 RiojaRed 19
7 U.S Red 37 17 Bulgarian Red 18
8 Vin de Pays White 34 18 Vino De MesaRed 18
9 Tafelwein Hock 32 19 Vallee du Rhone Red 18
10 U.S. White 31 20 Vin de Table White 15

Figures are for year to November/December 2001/Ranking is by volume
Source: ACNielsen; The Drinks Pocket Book, 2003

Price is the most important factor in the UK consumer’ s purchasing decision, after the choice between
red, white or ros2 wine. Wine consumption in the UK is mainly price-led and the mgor dividing lineis
$7.50 (£5) per bottle. Consumers are becoming more adventurous in terms of taste and geography as
their wine knowledge expands. They are choosing wine by grape varieties, region and brand. Varietd
labeling has become well established in red as well as white wine production, with Cabernet Sauvignon
matching Chardonnay in popularity over the last few years.

International Trade
Sill light wine

In 1995, French, German and Itdian wines together accounted for around two-thirds of UK il wine
consumption by both volume and vaue. Thisfigure has now dropped to nearer 35% and is il faling.
European suppliers vs non-EU countries show a market share 57:43 percentage split for 2001, with
forecagtsindicating that the New World will continue to take market share from traditiona wine
suppliers. So, despite the duty placed on wine from third countries, the Satistics and the product range
avallable show that third countries can gill atain aretail price that is competitive with wine from the EU.

As predicted, imports of still wine from the EU did show asmdl resurgence in 2001. Using UK
Customs & Excise figuresthiswas arise of 6 percent to 4,773,000 HL in 2001. However forecasts
show that volume and vaue will stabilize in 2002. France continues to see its share of the market
diminish, and while 2001 figures show areturn to 1999 volumes, the vaue of French imports did not
follow suit. Also forecasts for 2002 show France stabilizing a around 2 million HL The French industry
is reportedly undertaking to reverse this trend by developing a new marketing strategy (please see
Market Dynamics section). However, trade sources report that the current trend towards suppliers

UNCLASSFIED Foreign Agricultural ServicelUSDA
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from outsde the EU - mainly branded wines - will be difficult to change.

France, isin the unique position - across the Channel - of benefitting from the growth in UK
consumers cross-border wine shopping excursons. The UK’sWine & Spirit Association (WSA) has
undertaken research which estimates that cross-border wine sales have risen steadily since 1992 to
reach 15 percent of the tota UK wine market. Thisincreases to 20 percent in the case of sparkling
wine. Cross-channel purchases are very often event-driven as the purchasing of large quantities offers
the largest saving. Hence family events such as weddings will prompt the extra effort involved in the
trip.

Audrdiaisthe main non-EU source of UK imports, with ashare of 17 percent (1,452,000 HL) in
2001. UK importsof U.S. still wine, the second mgor extraEU supplier, have also showed strong
consgtent growth in recent years. According to UK Customs data, UK import volume of U.S. il
wine increased by nearly 29 percent from 570,000 HL in 2000 to reach 734,000 HL in 2001. U.S.
market shareis aso steadily increasing -- it reached 9 percent in 2001, up from 6.5 percent in 1999.
The forecast for 2002 shows UK imports of U.S. dtill wine likely to increase again by asmilar
percentage (30 percent) by volume to reach 950,000 HL. The Market Access Program and U.S.
exporter assstance have been indrumenta in encouraging this growth.

Totd third country (non-EU) imports increased by 3 percent in 2001 and are forecast to increase a
further 5 percent in 2002 to reach 4,257,000 HL. Of additiond interest isthat many of the wines from
the "New World" countries of Austrdia, New Zedland and the United States are commanding higher
average pricesin the UK than wines from the traditional markets of France, Italy and Spain.

Sparkling wine

Following the predictable increase in UK volume sdes of sparkling winein 1999, prior to the Millenium
celebrations, sdles were static in 2000. However, the advantageous prices on offer, widespread
availability and an increasing portfolio in the UK off-trade has alowed the category to expand post-
2000 in both volume and vaue terms. New World wines and Spanish Cava are driving market growth.
The sparkling wine market is more fragmented than many categories of the drinks market, with
suppliers, both large and smdll, from around the world. Brands provide wine drinkers with quality
assurance and command just under haf of the UK market volume.

The Champagne market has continued to grow throughout 2002, but as in much of 2001 the expansion
isfueled by discounting, particularly by mgor supermarkets who use Champagne as atool to draw in
customers. Three multi-nationa drinks companies control over a quarter of al Champagne sales—
Allied Domecq, Louis Vuitton Moé Hennessy (LVMH) and Vranken-Monopole.

Vermouth & other flavored, aromatized wines

The market for vermouth and other flavored or aromatized winesisin decline, total UK importsfel by
13 percent to 145,000 HL in 2001. The U.S. isnot aggnificant player in the UK market for vermouth

UNCLASSFIED Foreign Agricultural ServicelUSDA
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and other flavored or aromatized wines.

UK Imports
Sill Wine 2000(r evised) 2001 Projected 2002
HS:220421 HL ‘000 BPS mil HL ‘000 BPS mil HL ‘000 BPS mil
From EU:
France 1,896 402 2,042 406 2,020 404
Italy 1,050 150 1,119 147 875 125
Span 638 106 716 121 675 130
Germany 725 79 700 65 690 70
Portugal 153 44 149 38 180 40
Other 30 11 47 13 30 14
Total EU 4,492 792 4,773 790 4,470 783

From Third Countries.

Augrdia 1,225 251 1,452 308 1,795 390
USA 570 104 734 134 954 160
Chile 367 74 433 88 450 85
S. Africa 394 66 497 82 672 100
Bulgaria 113 10 108 9 95 8
Argentina 116 21 111 22 88 15
New Zedland 96 28 103 33 113 40
Hungary 72 9 73 9 72 9
Other 57 17 54 20 18 8
Total Third 3,010 580 3,565 705 4,257 815
Countries

Total Still 7,502 1,372 8,338 1,495 8,727 1,598
Wine

UNCLASSFIED Foreign Agricultural ServicelUSDA
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UK Imports Continued

Sparkling Wine 2000(revised) 2001 Projected 2002

HS: 220410

+ 220429 HL‘000 | BPSmil | HL‘000 | BPSmil | HL‘000 | BPSmil
From EU:

France 466 184 518 199 600 238

Germany 144 10 171 12 190 14

Spain 141 21 145 25 160 26

Italy 109 12 101 15 110 15

Other 6 13 5 16 5 5

Total EU 866 230 940 255 1,065 298

From Third Countries.

Audrdia 237 27 331 35 550 47
South Africa 137 7 184 11 208 11
Chile 100 9 147 10 144 9
USA 42 8 73 10 80 6
New Zedand 7 3 10 4 12 5
Other 70 6 78 4 70 1
Total Third 593 60 823 74 1,064 79
Countries

Total Sparkling 1,459 290 1,763 329 2,129 377
Wine

UNCLASSFIED Foreign Agricultural ServicelUSDA
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UK Imports Continued

Vermouth & Other Wines Flavored with Plants or Aromatic Substances

Vermouth etc. 2000(revised) 2001 Projected 2002
HS: 2205
HL ‘000 BPS mil HL ‘000 BPSmil HL ‘000 BPSmil

From EU:

Iltaly 80 6.9 61 8.2 51 6.0

France 55 5.3 58 4.1 63 4.3

Netherlands 18 14 14 10 9 0.6

Germany 10 1.0 9 1.6 3 0.3

Spain 3 0.5 3 12 2 0.3

Other 49 151 1 12 3 15

Total EU 167 154 146 17.3 131 13

From Third Countries. (liters, BPS)

Total Third 0 0 1 0.1 0 0
Countries

Total Vermouth 167 154 145 17.4 131 13
etc.
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UK Exports
Still Wine 2000(revised) 2001 Projected 2002
HS:220421
HL‘000 | BPSmil | HL‘000 | BPSmil | HL‘000 | BPSmil
To EU: 154 31.6 124 40.4 128 42.0

To Third Countries

USA 9 36.1 8 31.0 13 30.2
Japan 4 10.5 2 6.8 3 7.9
Hong Kong 2 4.3 2 4.4 2 53
Other 28 17.8 29 20.2 29 25.6
Total Third 43 68.7 41 62.4 47 69
Countries

Total Still Wine 197 100.3 165 102.8 175 111.0

Sparkling Wine HS: 220410 + 220429

ToEU: 13.3 45 12.9 45 14.0 3.8
To Third Countries,

USA 2.0 39 2.8 4.2 2.0 4.0
Other 45 41 7.2 4.8 4.0 4.7
Total Third 6.5 8.0 10.0 9.0 6.0 8.7
Countries

Total Sparkling 19.8 125 229 135 20.0 125
Wine
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UK Exports continued

Vermouth & Other Wines Flavored With Plants or Aromatic Substances

Vermouth etc. 2000(revised) 2001 Projected 2002
HS:2205

HL ‘000 BPS mil HL ‘000 BPS mil HL 000 BPSmil
ToEU: 18 4.0 10 2.6 6 1.7
To Third 2 0.4 1 0.4 1 0.2
Countries:
Total Vermouth 20 4.4 11 3.0 7 19
Etc.

Source: GTI World Trade Atlas’HM Customs & Excise, UK
Import Values are based on CIF, landed UK port

Export Vaues are based on FOB
Exchange Rates: December 2001 1$=0.68£0r1£=147
December 2002 1$=062£0r1£=161
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Market Dynamics
Stll light wine

Although the UK market for premium wines has steadily increased, the entry leve price points for
consumers over the past decade has remained largely untouched at around £3 and £4. The average
price per bottle sold in the UK off-tradeis till under £4 and some 95 percent of wine is sold at under
£6.

France remains the largest supplier to the UK, despite some trade sources estimating that Audtrdia
might take the lead. After severa years of seeing its market share eroded by the "New World"
countries, the French industry appears to have decided that it istime to fight back. Trade sources
report that a French wine industry Groupe Stratégique has been set up and charged with developing a
plan to combat France' s declining position in the world market. Thereis other evidence too that
France is undergoing change. For example, a popular light-hearted televison advertisng campaign
over the last year for Cotes du Rhéne has ensured an increase in exports to the UK of 18 percent by
volume and 11 percent by value for that region. Thisis being backed by an attempt to offer better
qudity and price gability. That sad, France will find the going tough for the next few years as
modernization and potentid reform of the AOC system takes effect.

Ity is the second-placed "Old World" supplier to the UK and has continued to steadily increase its
exports. Itdian restaurants in the UK have traditiondly been the key purchasers of Itdian wines and
particularly fashionable varietds currently are Bardolino and Sangiovese.  Although there is increasingly
access to good value digtinctive Italian winesin retail outlets at the £4-7 mid-price range, the mgority of
Italian wine off-trade sales in the UK are under £3 ($4.30), led by Lambrusco at £1.99. Italy is seeking
to re-dressthisby aming to postion well-known varietals such as Chianti or Pinot Grigio inthe higher price
categories.

The UK remainsthelargest market for German wines, despitethesubgtantia fall inimportsof Germanwine
since the mid-1990s. Liebfraumilch was one of the most popular wines during the 1970s, but it has
become symbalic of the ‘chegp’ and unsophigticated image which has negatively affected German white
wines recently. Germany has aso become a victim of changing UK consumer tastes (an increase in
consumption of newer-style, drier wines and red wines) and the current trend of trading up to more
expensive wines (mid-priced rather than low-priced). Industry sources say that a way forward for
Germany isto promote classic Rieding at higher quality and price point.

Spain is forecast to continue as akey supplier to the UK, with the most popular Spanish winesin the
UK being from the Riojaand Navarraregions. Other regions such as Vaencia, LaMancha,
Vadepedas and CariAena are aso growing in popularity. Bulgaria, Hungary and (to alesser degree)
Portugd are dl struggling in the fiercely competitive UK wine market. Bulgaria s exportsto the UK
pesked in 1996 and have been declining ever since. Bulgaria hopesto regain trust with entry level
wines around the £3.99 price point and build from there. Hungary’ s export prospects appear to be in
even greater difficulty (AC Nidsen figures show a 15% drop in volumein 2001). However, therearea
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number of wineries who are producing mainstream varietas such as Pinot Grigio and Sauvignon Blanc
which will gpped to the UK consumer more than Hungary’ s unfamiliar native varietds. Trade sources
report that Portugd findsit difficult to ddiver alarge volume of qudity wine at key UK price points.
However, there gppears to be a consensus that Portugd has a great potentia for the future, despite
many thinking only of Port when consdering Portugdl.

Audrdian wines are leading the "New World" wine chalenge to "Old World" winesin the UK.
Audrdia represents an unprecedented success story with their ability to produce consstently high
quality wine targeted precisdly to the modern consumer searching for predominantly "fruit driven” wine
dyles. Audraiahas aso marketed its wine with great successin the UK. Frequent advertisng and
tagtings are helping to bring consumersinto the fold. The four largest companiesin Audrdia-
Southcorp Wines, BRL Hardy, Orlando Wyndham and Beringer Blass are driving this success.
Audrdiarepresents the United States chief competition in the UK.

South Africaorigindly entered the UK market with wines amed a the inexpensve end of the market
and did find it difficult to shake off the British consumers perception of South Africaasalow price
wine origin. However, with the advent of prominent brands, South Africais seeing its export growth
reach double figures year on year. Thereis reportedly particular demand for South Africa s single
varieta wines like Shiraz, Merlot, Pinotage, Sauvignon Blanc and Chardonnay.

Smilarly, Chile had been marketing themsdves in the lower price bracket - it was normd up until
recently to see Chilean wineson sdle a $4.50 (£2.99) in retail outlets. Today, Chile is now averaging
$6 (£4) abottle and introducing entry level wine ranges to increase their brand vighility. A lack of
branding is said to be Chil€' s current weskness.

Argentina has supposedly been on the verge of a breakthrough into the UK market for a number of
years now. And athough it has twice the vineyard coverage of Chileits success iill lags along way
behind its South American neighbor in terms of UK success. Argentinian wines suffer from alack of
identity and image in the UK market. It also said to ddliver inconsstent qudity so that consumers
become confused. The current political and economic climate in Argentinaiis o afactor, and at this
time exports of Argentinian wineto the UK are decreasing.

New Zedand wine isrdatively expensive compared with other "New World" countries. UK import
datistics over recent years show that New Zedand has grown well, dbeit from asmdl base.
According to the figures for 2000, New Zedland' s rate of growth looks to have dowed, perhaps,
compsetition from Australia and the U.S. entering what was hitorically New Zedand' s price bracket
may account for the dowdown.

An interesting observation made by Wine & Spirit International Magazine is. "though, the current trend
for risng New World retail prices may present an opportunity for more unlikely European heroes. If
the New World countries orient themsalves towards the top of the market, the doors will open for
those who wish to take their place and position themsdvesin the low end of the wine market. In this
game, the new players could very well be Eastern countries: Hungary, Bulgariaand Georgia. With low
production cogts, substantial grants from the likes of the European Bank of Development and
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GAIN Report #UK 2029 Page 16 of 26

Recongtruction and enormous production capacities, the future could very well liein the east.” Wine &
Spirit Internationa Magazine, May 2002.

Sparkling wine

Sparkling wines have comeinto their own since the mid 1990s, capitalizing on the popularity of New
World wines as wdl as cava from Spain, both of which have driven the volume market particularly.
Improvements in quality have led to market growth and provide consumers with reassurance on a
consstent basis. Retailers have expanded their sparkling wine portfolios accordingly, most of which
have dso expanded into own-label aswdll, perceived by some as the endorsement of the category’s
Success.

Freixenet Cavais now the UK’ s best-sdlling sparkling wine, by both volume and vaue. It isaso the
one brand to have been advertised consstently during 1997-2001, aided by financia assstance from
Wines from Spain and its generic promotion of cavawines.

Unlike champagne, consumers of sparkling wine, and particularly cava, associate it not just with specid
occasions but more informd, relaxed occasions, making drinking sparkling wine increasangly much like
any other table wine.

There are many positive agpects for the future of the sparkling wine market, not least of whichisthe
possibility of more sparkling red and rosé wines, the adoption of awine merchandising blueprint for

independent retailers, and the possibility of areduced UK excise duty on sparkling wine (it currently
has the same rate of excise as champagne).

Opportunitiesfor U.S. Wines

The UK isavery competitive and price-sengitive market. The UK wine consumer is becoming
increasingly discerning and expects qudity at avery reasonable price. It isin the lower price range that
U.S. wine has difficulty competing. In order to move volume of product through the UK mainstream
multiple supermarkets and specidigts, U.S. brands need to supply agood qudity wine within the $5.20
- $7.50 (£3.49 - 4.99) find retail price range. Some examples of U.S. wines that have been successful
in this areainclude Gallo, Blossom Hill and Corbett Canyon which have built up a Szesble presencein
the sub-$7 (£5) range, which is still the biggest sector of the UK market. In fact, the performance of
these big brands under $7 (£5) has been amgjor influence on the phenomena year on year increasein
U.S. exportsto the UK.

However, above $7.50 (£5), the U.S. has aso seen massive growth — up 66 percent in 2000,
according to AC Nielsen. Trade sources report that the $7.50 - $9.80 (£5 to £7) price bracket isfast-
growing and the United States certainly has room to add more winesin thisarea. The U.S. has 10
percent market share of this price bracket, more than its overadl market share for till wine. And there
is dtill room for the market to grow given changing consumption petterns and the move toward higher-
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priced wine. Mgor competitors will be Austrdiawith 36 percent market share and France with 34
percent share of this price category.

UK consumers are becoming increasingly knowledgeable about grape varieties. Consumers who have
bought the well established grape varieties of, for example, Cabernet Sauvignon, Merlot, Sauvignon
Blanc and Chardonnay are looking for new tastes, and are prepared to try new varieties and different
“parces’ of varigties. Dud varietals such as Fetzer’ s Chardonnay Viognier and Zinfandd Shiraz,
launched in the UK this year illudtrate the category management which is being undertaken as sngle
varietal wine prices are pushed up, dua varietds are brought in undernegth.

Although the mainstream UK market is very price and brand driven, it must be said that there are other
areas of opportunity for U.S. wines worth consdering. These include more up-market restaurants,
organic and kosher wines, and finewines. Routes to market may differ dightly, in that awholesaler or
agent may be involved, but success for U.S. wines may be enjoyed in the niche as well asthe
maingtream. These niche markets are prime targets for smaler company wines from Cdiforniaand aso
wines from other U.S. states such as New York, Virginia, Texas, and the Pacific Northwest area.

Marketing

Expenditure on wine advertising during the 1990s was minima compared with beer and spirits
advertisng. However, wine advertisng in the UK has been noticeably increasing snce 1996. Above-
the-line expenditure is very seasond in pettern, i.e. thereislittle advertising in the early months of the
year, building to apesk in the fina quarter for Chrismas. UK multiple supermarkets control more than
70 percent of wine sales, and consequently, promotiona spending by wine brands remainslow asa
proportion of total wine sdles. Small European producers sdlling non-branded wines do not spend
heavily on advertisng. Where advertisng has occurred, it has largely been on behdf of regions, such as
Audtrdian or Bordeaux wine councils, and has emphasized origin rather than brand.

Itis"New World" winesthat are driving the increase in wine advertisng in the UK, mainly through the
large companiesin Audrdiaand Cdifornia E&J Galo and Hardy' s each spent nearly £1 millionin
2001. However, most wine marketeers are thought to want to keep wine's ‘ discovery product’ status.
The four mains reasons cited for consumers choosing awine, which they have not previoudy
purchased, are word-of-mouth recommendation, other specid offer in-store, seeing it on display, and
an in-goretaging. Word-of-mouth recommendation remains the sngle most important factor in
building awareness of wine brands. [Source: Minte Market Research]

Generic support for wine origins still remains an important part of wine marketing. A vast array of
country and regiona pavilions support the London International Wine & Spirit Fair each year. Severd
generic marketing offices or PR companies exist in the UK for promation, for example of Argentinian,
Chile, South African and Audrdian wine. The UK aso has very active representation for Caifornian
wines under the Wine Indtitute of Cadifornia and Washington, Oregon and |dahoan states under the
Pacific Northwest Wine Codition.
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London’s mgor wine trade fair takes place annudly, the next show is:

May 20-22  London International Wine & Spirits Trade Fair, ExCel, London
Contact: Brintex Ltd Tel: 011 44 20 7973 6401 Fax: 011 44 20 7233 5054
Web site: www.londonwinefair.com  E-mail: brintex@hemming-group.co.uk

Distribution

At the retail leve, wineis sold ether through “on-licensg” or “ off-license’ premises. In order for an outlet
to sdll acohoal it isnecessary for theretailer to obtain aretailer license, of which there aretwo types- retall
“ON” and retail “OFF’. An On-License authorizes an outlet to sall dcohalic beverages for consumption
on the premises, whereas an Off-License authorizes an outlet to sdll dcoholic beveragesfor consumption
away from the premises.

Over 70 percent of wine is sold through the off-license trade.  Off-license outlets include specialized
wine/acoholic beverage stores and general grocery stores, including the mgjor multiples. Asisillusrated
inthe table below, the distribution of off-license saes can be divided up roughly into one quarter specidist
wine/a coholic beverage shops and three quarters grocery chainsi.e. supermarket outlets. On the whole,
the supermarkets are price-driven - seeking to reach the al-important price pointsof £3.99, 4.49 etc. while
the specidist wine chains seek points of difference across awider price range.

Large volumeordersfor UK multiple supermarkets and multiple speciaists are placed with UK agentsand
digtributors, who in turn order from the required country source on the multiple’ sbehaf. Itisnot usud for
the UK agent to hold the goods upon entry to the UK, but, rather ensure that they reach the designated
digtributiondepot of the multiple. Therearearound 100 UK importers of varioussizes, knowntothe U.S.
Department of Agriculture office at the American Embassy, London. These can be accessed on-line at
www.usda.org.uk

Larger wineries may have their own UK office, which again does not hold stock, but rather fills ordersfor
the UK multiples. This gives the wine company increased control so asto ensure aqudity and consstent
sarvice to the multiple.

Still Winesin Off-Licences by Outlet, 2001

OUTLET £ million %
Grocers 2,304 80
Co-ops 135 5
Multiples 1,980 69
Independents 189 6
Specialists 567 20
Multiples 474 17
Independents 93 3
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TOTAL 2,871 100.0

The on-licence trade is serviced through UK wholesalers, who may source product from UK agents,
importers or from wine producers themsaves. Some of the larger restaurant chains source directly from
the producer.

Still Winesin Great Britain On-Licenses by Outlet, 2001

OUTLET £ million %
Multiples 520 26
Managed Pub Chains 312 15
L eased/Tenanted Pubs 208 11
Independents 1,490 74
Pubs 223 11
Clubs 159 8
Hotels 347 17
Other Bars 160 8
Restricted 600 30
TOTAL 2,318 100.0

Source: AC Nidsen/The Drinks Pocket Book, 2003

M ar ket Access

Wines consigned to the European Union from third countries must be accompanied by adocument known
asaV.l.1 Form which confirms the Sze and nature of the wine consgnment. The provisonsdedingwith
V.. documentation may be found in Commission Regulation (EC) 3590/85 (OJL343) asamended. The
V.I.1 Formrequiresthat U.S. wineries certify that dl wine shipmentsover 60 litersare made in compliance
with the Wine Accords Agreement and EU regulations. The form aso requires that the exporter report
the results of a number of chemicd andyses. For subsequent travel through or within EU countries a
Commercid Document or a Commercia Accompanying Document is also required.

In addition to atrangt document, a T-form will be issued when the wine enters the European Union and
thiswill establish entitiement to EU rates of duty.

Taiff dutiesare gpplicableto al third country wineimports. Thetariff rate applicable is dependant on the
strengthband of thewine (i.e. not exceeding 13% volume, exceeding 13% but not exceeding 15% volume,
etc.), the sze of the container, and thetype of wine (i.e. wine of fresh grapes or wineflavored with aromatic
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extracts). It should be noted that sparkling wine (i.e. awine having 1.5 bar or more over pressureinsde
the container or any wine packaged in a bottle fitted with a“mushroom” stopper held in place with meta
ties or fagtenings) is taxed more heavily than gtill wine. Import duties arein the order of 10-30 Euros per
hectoliter.

Tariff quotas, which offer a reduced rate of duty, exist for a range of specific wine varieties from the
following countries - Algeria, Bulgaria, Cyprus, Czech Republic, Hungary, Isragl, Morocco, Romania,
Tunisaand the Former Y ugodavia States.

A CAP Import License is required if a condgnment of wine exceeds 3,000 liters. This license can be
obtained by the UK importer from:

Rura Payments Agency (RPA))

Lancaster House, Hampshire Court

Newcastle upon Tyne, NE4 7YE

Tel: (+44) 191 226 5080/5207

Fax: (+44) 191 226 5212

Web: www.rpagov.uk

Market accessmay bedenied by Customs & Exciseif documentation formsareincomplete. If thelabeing
is incorrect then the wine will be alowed into bond but will not be released until the labes have been
corrected. In either case storage charges are large so it is vitd that the correct documentatiorvlabels are
provided.

Regulatory Requirements

For the labding of dill wines and grape mugt (induding retrictions on the use of the word “wing’) the
following EEC Regulations gpply:

a) 2392/89 (OJNo. L232) - asamended by 3886/89 (OJNo. L378), 2356/91 (OJNo. L216), 3897/91
(OGJNo. L368) and by the Act of Accession of the Kingdom of Sweden, the Republic of Augtriaand the
Republic of Finland (OJ No. C241) and 1427/96 (OJ No. L184 including corrigendum OJ No. L233).

b) 3201/90 (OJ No. L309) - as amended by corrigendum (OJNo. L 28, 2 February 1991) 2384/91 (OJ
No. L219), 3298/91 (OJNo. L312), 153/92 (OJNo. L17), 3650/92 (OJNo. L 369), 1847/93 (OJ No.
L164) (OJNo. L168), 1362/94 (OJ No. L150 including corrigendum OJNo. L268), and 2603/95 (OJ
No. L267), 692/96 (OJNo. L97), 1056/96 (OJNo. L 140), 609/97 (OJNo. L93) and 1472/97 (OJNo.
L200) and 2543/97 (OJ No. L347) apply and should be consulted.

For the labeling of sparkling wines and aerated parkling wines the following EEC regulations apply:

a) 2333/92 (OJNo. L231) asamended by the Act of Accession of the Kingdom of Sweden, the Republic
of Austriaand Republic of Finland (OJNo. C241) and 1429/96 (OJ No. L184) and 1419/97 (OJ No.
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L196)
b) 554/95 (OJ No. L56) as amended by 1915/96 (OJ No. L252) apply and should be consulted.

For thelabding of liqueur wines, semi-sparkling wines and aerated semi-gparkling winesthefollowing EEC
regulations gpply: a) 3895/91 (OJ No. L368)
b) 3901/91 (OJ No. L368)

For thelabding of aromati zed wines, aromati zed wine-based drinksand aromati zed wine-product cocktails
the following EEC Regulations gpply:

a) 1601/91 (OJ No. L149) as amended by 3279/92 (OJ No. L327) and by the Act of Accession of the
Kingdom of Sweden, the Republic of Audtriaand the Republic of Finland (OJ No. C241) and 3378/94
(OJ No. L366) and 2061/96 (OJ No. L277) apply and should be consulted.

The Common Agricultura Policy (wine) Regulations, 1996, SI 1996/696 - the*“principal Regulations’ as
amended by the Common Agricultura Policy (Wine) (Amendment) Regulations, 1999, S 1999/482
provide for the enforcement of EC Regulations in the UK, concerned with the production and marketing
of wine and related products.

The above regulations are published in Officid Journds (OJ) of the European Communities. These are
priced publications from:

The Stationery Office, The Publications Centre, PO Bos 276, London SW8 5DT

General enquiries: (+44) 20 7873 0011

Telephone orders. (+44) 20 7873 9090

Fax orders. (+44) 20 7873 8200

Web: www.hmso.gov.uk

dternatively search the web-ste: www.europa.eu.int/eur-lex/en/search/seacrh_oj.html

Givenbeow isan overview of mandatory requirementsfor thelabeling of third country winesimported into
the UK.

For third country wineswith no geographical description the mandatory requirementsare:

S the word “wine’ } or acombination of these terms using

S country of origin } “country” (as an adjective) “wine’

S name and head office address of the responsible packer

S lot mark

S nomind volume

S name and head office address (including member state) of the importer ( if the wine is imported

already prepackaged)
S actua dcohalic strength
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For third country wines described by geographical origin the mandatory requirementsare:

country of origin

geographicd unit

name and head office address of the responsible packer

lot mark

nomind vaume

name and head office address (including member state) of the importer

(if the wineisimported aready prepackaged)
S actud acohalic srength

nuuvmummomwowm

NOTE: The following descriptions must NOT gppear anywhere;

1. “Contains sulphates/sulfates/sulfites’
2. “TableWine' - thisterm is not alowed on any wines coming in from outsde the EU
3. “Surgeon Generd’sWarning” - thisis not a recognized authority in the EU

Further explanation of some terms given above:
Lot Marketing

The Food (Lot Marking) Regulations 1996, set out the lot marking requirements to be gpplied to all
foodgtuffs sold for human consumption (unless specificaly exempted) including wines and spirits. These
Regulaionsimplement Council Directive 89/396/EEC (OJNo. L 186) on indicationsand marksidentifying
the lot to which afoodstuff belongs, as amended by Council Directives 91/238/EEC (OJNo. L107) and
92/11/EEC (OJ No. L65).

In summary, this means that the producer and packer must apply to each unit making up a homogenous
group - referred to asa“lot” - amark identifying the lots from which that unit came. The lot mark may
appear anywhere upon the package including the sedl, however, it CANNOT appear onthecork. It must
beinddible, clearly visbleand (dthough the characters used may be of any size) intelligibleto anyone. The
mark can be of any length and can comprise of dpha and/or numeric characters. To avoid the forced
opening of cases, outer cases should aso carry the lot marks of their contents.

Nominal Volume

The nomind volume must be stated on the labd and the minimum height of characters used is:
2mm - for containers holding 20c! or less
3mm - for containers holding 21cl - 1 liter

5mm - for containers holding more than 1 liter

The permitted packaging Szesfor wineinthe EU are:
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Product Type

Sizes Per mitted

Still wine not exceeding 15% vol

10cl, 25cl, 37.5cl, 50cl, 75cl, 1L,
15L, 2L, 3L, 5L, 6L, 9L, 10L

Still wine of over 15% vol

any szeupto10cl, 20cl, 37.5cl, 50d,
75cl, 1L, 3L, 5L

Sparkling and Aerated Sparkling Wines

12.5cl, 20cl, 37.5cl, 75cl,
1.5cl, 3L, 45L, 6L, 9L
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Actual Alcoholic Strength

Alcohadlic srengthisexpressed using the OIML (Organization I nternationa Metrol ogique Legae) notation
representing the number of parts of dcohol in relation to parts of water in a given quantity measure a the
reference temperature of 20 degrees Centigrade.

The strength so determined must be declared on every labd ether as“x% vol” or “ Alcohol X% vol” to the
nearest hdf percent volumei.e. 11% or 11.5% vol, NOT 11.2% vol. The minimum character height for
this Satement is the same as for nomina volume.

Further information on regulatory requirements can be obtained through:

Department of Environment, Food & Rurd Affairs
Alcoholic Drinks Divison

Room 201

Whitehd| Place (East Block)

London SW1A 2HH

Tel: (+44) 20 7270 8929

Fax: (+44) 20 7270 8733

Wine Standards Board of the Vintners Company
Fve Kings House

1 Queen Street Place

London EC4R 1QS

Tdl: (+44) 20 7236 9512

Fax: (+44) 20 7236 7908
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Taxes
In addition to tariff (import) duty, U.S. wine is subject to excise duty and aVadue Added Tax (VAT).
The import duty is dependent on the origin and volume of adcohol. Example import duties:

- Sparkling wine 32 Euro/HL
- Still light wine 13.1 Euro/HL, 15.4 Euro/HL
- Vermouth & flavored wine 10.9 Euro/HL

Exciseduty ispayable upon entry into the domestic market. Thisduty formsthelargest tax burden put onto
the price of wine. The UK rates of excise duty applied to imported wine are shown in the table below (in
strength measured by reference to the following percentages of dcohol at a temperature of 20 degrees
Cdsius).

Classor Description Tax type code Rate of Excise Duty
Sparkling exceeding 5.5% but less than 8.5% 412 £166.70 per HL
Sparkling 8.5% and above but not exceeding 15% 411 £220.54 per HL
Still exceeding 6.5% but not exceeding 15% 413 £154.37 per HL
Still or sparkling exceeding 15% but not exceeding 22% 415 £205.82 per HL
Still or sparkling exceeding 22% 419 £19.56 per liter of acohoal
inthewine
Source: HM Customs and Excise, Portcullis House

27 Victoria Avenue, Southend on Sea, Essex SS2 6AL
Tel: +(44) 1702 367330/361979 Fax: +4(44) 1702 367253/361975
E-mall: enquirieslon@hmecegs.gov.uk  Web: www.hmece.gov.uk

Vdue Added Tax (VAT) isapplied ad valorem on thelanded price (CIF) on arriva at the EU frontier plus
al duties. The current rate of VAT is 17.5%.

For examplea75cl bottleof ill light winesold for £4 inthe UK may have the following price compostion:

£1.76 VAT & Duty

£1.35 UK Vaue Added
£0.89 Oversess costs
£4.00 Tota retail sdeprice

Import duty is payable on samples used at trade fair tastings because of their promotional nature, public
access and loss of control by HM Customs & Excise.
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Import duty is not payable in cases where organoleptic tasting by professonds takes place within
companies for the purpose of qudity control, provided that the wine is not consumed.
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